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to alter the ratio by means of the combination of
dealers on each side. It is, as we shall see, also
possible.to affect the ratio of exchange by the im-
position of charges on the act of exchange, or on the
transfer of the commodities from country to country;1
still the fundamental condition is what Mill has called
" the equation of reciprocal demand," and all other
operating forces work through it.2 It is therefore
requisite to see the extent to which the results at-
tained by our purely hypothetical case are affected in
the complex conditions of international trade. We
may first give up the conception of the commodities
x and y as being always produced at a fixed cost, and
regard them as subject to the laws of diminishing or
increasing return; the consequence which will neces-
sarily follow is, that the limits set by cost of production
which, up to the present, we have regarded as fixed
become movable. Increased demand for a commodity
subject to the law of diminishing return, will remove
the limits set by comparative cost, and may also
allow of the commodity being partly produced in both
countries; thus, in the case already considered, some
units of productive power in B may produce 25y,
others 20y; but the unit on the margin will, ex

1  See Chap. VII.

2  The attempt made by Mill to amend his theory by introducing
the additional element of the amount of capital set free for the produc-
tion of exports is, as he even seems to admit, a failure ; for, in the
f.ase of two countries and two commodities, the amount of freed capital,
or, as I should prefer to say, "productive power," is evidently deter-
mined by reciprocal demand, so that nothing is gained by the laborious
and confusing discussion in sees. 6, 7, 8 of chap, xviii.   Professor Edge-
worth's authority may be quoted in support of this criticism.    See his
<c International Values" in Economic Journal, vol. iv. p. 609.